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Date: h!AY 2 6 4989 

Person t o  Contact:  
**** * * * **********   
Contact Telephone Number: 
****** *********** 
Refer Reply t o :  
***** * * * * *   

CERTIFIED MAIL --.-.-----* ..-- - ....,...-. 
Dear Appl i c a n t  : 

We have considered your a p p l i c a t i o n  f o r  tax-exempt s t a t u s  under 
s e c t i o n  501(c)(3) o f  t h e  I n t e r n a l  Revenue Code. 

The evidence presented d i sc losed  t h a t  you were formed on **** *** 
* * * * *   i n  * * * * ****************** * *  ***************** . 

The purposes s t a t e d  i n  your A r t i c l e s  o f  Assoc ia t ion  a r e  " t o  
p r o v i d e  educat iona l  & c h a r i t a b l e  s e r v i c e s  th rough t h e  
encouragement and promotion o f  t h e  a r t s ,  p a r t i c u l a r l y  t h e  v i s u a l  
a r t s ,  b u t  a l s o  t h e  l i t e r e r y ,  musical ,  and per forming a r t s .  

The i n f o r m a t i o n  submi t ted  w i t h  your 1023 a p p l i c a t i o n  i n d i c a t e s  
t h a t  your  p r imary  a c t i v i t y  c o n s i s t s  of t h e  opera t ion  o f  a 
coopera t i ve  a r t  g a l l e r y  whereby a r t i s t s  works a r e  e x h i b i t e d .  
Each member pu ts  on t h e i r  own show and s e l l s  t h e i r  works which 
serves t h e  p r i v a t e  i n t e r e s t  o f  those a r t i s t s  whose works a r e  
d i sp layed  f o r  s a l e .  Your income i s  de r i ved  f rom i n i t i a t i o n  fees 
and month1 y  dues. 

Sec t ion  501(c)(3) o f  t h e  Code prov ides ,  i n  p a r t .  f o r  t h e  
exemption f rom Federal  incoms t a x  o f  o rgan iza t ions  organized and 
operated e x c l u s i v e l y  f o r  c h a r i t a b l e ,  r e l i g i o u s .  s c i e n t i f i c  o r  
educat iona l  purposes, no p a r t  o f  - t h e  n e t  earn ings o f  which ' 
i n u r e s  t o  t h e  b e n e f i t  o f  any p r i v a t e  shareholder o r  i n d i v i d u a l .  

I n  order  t o  q u a l i f y  under I R C  501(c)(3),  an o r g a n i z a t i o n  must be 
b o t h  "organ ized"  and "opera ted"  e x c l u s i v e l y  f o r  one o r  mcre 
purposes s p e c i f i e d  i n  t h a t  s e c t i o n .  I f  t h e  o r g a n i z a t i o n  f a i l s  
t o  meet e i t h e r  t h e  o r g a n i z a t i o n a l  t e s t  o r  the  opera t iona l  t e s t ,  
i t  i s  n o t  exempt. (Regs. 1 . 5 0 1 ( ~ ) ( 3 ) - l ( a ) ( l ) ) .  T h e  
o r g a n i z a t i o n a l  t e s t  r e l a t e s  t o  t h e  r u l e s  f o r  governtna an 
o r g a n i z a t i o n  and t h e  purposes s t a t e d  i n  i t s  a r t i c - l a s  o f  
o r g a n i z a t i o n .  The o p e r e t i o n a l  t e s t  r e l a t e s  t o  t h e  
o r g a n i z a t i o n ' s  a c t i v i t i e s .  

Sec t ion  1 . 5 0 1 ( ~ ) ( 3 ) - l ( c ) ( l )  o f  t h e  Regulat ions s t a t e s  t h a t  i f  
more then an i n s u b s t a n t i a l  p a r t  o f  an or-2anizat. ion's a c t i v i t i e s  
i s  n o t  i n  fu r the rance  o f  exempt purposes, the o r g a n i z a t i o n  w i l l  
n o t  be regarded as exempt. 
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Supreme Court  s t a t e d  t h a t  t h e  presence o f  even a s i n y l e ,  
non-exempt purpose, i f  more than i n s u b s t a n t i a l  i n  na ture ,  w i  11 
de fea t  exemption under Sec t ion  501(c) (3)  o f  t h e  Codo, regard less  
o f  t h e  manner o r  importance o f  t h e  t r u l y  exempt purposes. 

Sect ion  1 . 5 0 l ( c ) ( 3 ) - l ( d ) ( l ) ( i i )  o f  t h e  Regulat ions prov ides,  i n  
p a r t ,  t h a t  an o r g a n i z a t i o n  i s  n o t  organized o r  operated 
e x c l u s i v e l y  f o r  one o r  more o f  t h e  purposes mentioned i n  s e c t i o n  
501 ( c ) ( 3 )  o f  t h e  Code unless i t  serves a  p u b l i c  r a t h e r  than a  
p r i v a t e  i n t e r e s t .  An o r g a n i z a t i o n  may n o t  be exempt i f  i t  i s  
operated f o r  t h e  b e n e f i t  o f  p r i v a t e  i n d i v i d u a l s .  . 
Revenue Rule 71-395, 1971-2 C .B .  228 holds t h a t  a  coopera t i ve  
a r t  g a l l e r y  formed and operated by a  group o f  a r t i s t s  f o r  t h e  
purpose o f  e x h i b i t i n g  t h e i r  works does n o t  q u a l i f y  f o r  exemption 
under s e c t i o n  501(c)(3)  o f  t h e  Code. The revenue r u l i n g  
concluded t h a t  t h e  o r g a n i z a t i o n ' s  pr imary a c t i v i t y  o f  s e l l i n g  
a r t i s t s '  works served t h e  p r i v a t e  i n t e r e s t s  o f  those a r t i s t s  
whose works a r e  on d i s p l a y  f o r  s a l e .  

L i k e  t h e  o r g a n i z a t i o n  descr ibed i n  Revenue R u l e  71-395, t h e  
s e l l i n g  o f  t h e  ar tworks  by your o r g a n i z a t i o n  serves t h e  p r i v a t e  
i n t e r e s t  o f  those a r t i s t s  whose works a re  d isp layed f o r  s a l e ,  
even thcagh t h e  e x h i b i t i o n  and s a l e  o f  a r tworks  may be an 
educat ions1 a c t i v i t y  i n  o the r  respects .  Therefore, w e  have 
determined t h a t  you a re  n o t  operated e x c l u s i v e l y  f o r  educat ion  
o r  o t h e r  exempt purposes s t a t e d  i n  s e c t i o n  501(c)(3) o f  t h e  
Code. 

Revenue Rul-ing 76-152. 1976-1 C.B. 152. d iscusses a s i t u a t i o n  
where a n o n p r o f i t  o r g a n i z a t i o n  s e l e c t s  f o r  e x h i b i t s ,  and s e l l s  
t h e  a r t  work o f  l o c a l  a r t i s t s .  As Revenue Ru l ing  71-395 denies 
exemption t o  an n  o r g a n i z a t i o n  t h a t  promotes s a l e  o f  i t s  
members' work and advances t h e i r  careers,  Revenue Ru l ing  76-152 
a l s o  denies exemption t o  an o r g a n i z a t i o n  because t h e  a r t i s t s  i n  
t h e  sub.Ject case a r e  being d i r e c t l y  b e n e f i t t e d  by t h e  e x h i b i t i o n  
and s a l e  o f  t h e i r  works. A major a c t i v i t y  o f  t h e  o r g a n i z a t i o n  
i s  s e r v i n g  t h e  p r i v a t e  i n t e r e s t s  o f  those a r t i s t s  whose works 
a r e  d i sp layed  f o r  s a l e .  Thus, t h e  o r g a n i z a t i o n  i s  n o t  operated 
e x c l u s i v e l y  f o r  educat iona l  purposes and t h i s  does n o t  q u a l i f y  
f o r  exemption from Federal income t a x  under Sect ion  501(c)(3) o f  
t h e  Code. 



Accord ing l y ,  we conclude t h a t  you do n c t  meet t h e  requi rements 
f o r  exempt s t a t u s  under s e c t i o n  501(c) (3 ) ,  o f  t h e  Code and 
propose t o  deny your request  f o r  exemption under t h a t  s e c t i o n .  

You a r e  r e q u i r e d  t o  f i l e  a  t a x a b l e  r e t u r n  Fcrm 1120 o r  1041 w i t h  
t h e  D i s t r i c t  D i r e c t o r  of I n t e r n a l  Revenue Serv ice .  Please send 
t h e  r e t u r n  t o  t h e  I n t e r n a l  Revenue Serv ice ,  P.O. Box 1680. 
General Post O f f i c e ,  Brooklyn.  NY 11202. 

C o n t r i b u t i o n s  made t o  you arse n o t  d e d u c t i b l e  by t h e  donors as 
c h a r i t a b l e  c o n t r i b u t i o n s  as d e f i n e d  i n  s e c t i o n  170(c) o f  t h e  
Code. 

. 
If you do n o t  agree w i t h  de te rm ina t i on ,  you may request  a  
Conference w i t h  t h e  Regional D i r e c t o r  o f  Appeals by p r o t e s t i n g  
i n  accordance w f t h  t h e  enclosed i n s t r u c t i o n s  w i t h i n  30  days. 

P r o t e s t s  submi t ted  which do n o t  c o n t a i n  a l l  t h e  documentation 
s t a t e d  i n  t h e  instructions w i l l  be re tu rned  f o r  comple t ion-  

I f  we do n o t  hear f rom you w i t h i n  t h a t  t ime  t h i s  de te rm ina t i on  
w i l l  be considered f i n a l  and t h e  a p p r o p r i a t e  S ta te  O f f i c i a l s  
w i l l  be n o t i f i e d .  

I f  you do n o t  p rno tes t  t h i s  proposed de te rm ina t i on  i n  a t i m e l y  
manner, i t  w i l l  be considered by t h e  I n t e r n a l  Revenue Serv i ce  as 
a  f a i l u r e  t o  exhaust a v a i l a b l e  a d m i n i s t r a t i v e  remedies. Sec t i on  
7428(b)(2) o f  t h e  I n t e r n a l  Revenue Code prov ides  i n  p a r t  t h a t  " A  
d e c l a r a t o r y  Judgment o r  decree under t h i s  s e c t i o n  s h a l l  n o t  be 
i ssued  i n  any proceeding un less  t h e  Tax Cour t ,  t h e  Claims Cour t ,  
o r  t h e  D i s t r i c t  Cour t  o f  Un i ted  S ta tes  f o r  D i s t r i c t  o f  Columbia 
detzrmines t h a t  t h e  o r g a n i z a t i o n  i n v o l v e d  has exhausted 
a d m i n i s t r a t i v e  remedies a v a i l a b l e  t o  i t  w i t h i n  t h e  I n t e r n a l  
Revenue Serv i ce . "  

S incere1 yo r s ,  

**** 
D i s t r i c t  ~ i r e c t o r  


